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Nicaraguan authorities have arrested the president of Banco del Sur (BANCOSUR) and are
searching for two other bank officers. All three have been charged with fraud, embezzlement, and
conspiracy in connection with a multimillion-dollar bank scandal. The scandal has shaken the
banking community and set off a debate about fairness in the banking system. The government's
bank-regulatory agency, the Superintendencia de Bancos (SIB), took over BANCOSUR June 19 after
discovering that it had issued US$1 million in false negotiable investment instruments.
Further investigation revealed that the three bank officers might have taken as much as US$8
million from the bank. Uriel Cerna, legal advisor to SIB, said Hernandez and his associates intended
to drain the bank of its capital by illegally transferring funds to Financiera del Sur (FINASUR),
an investment firm owned by Hernandez. The fraudulent transfer documents were detected by
SIB auditors when they discovered the transfers were made without being registered with SIB as
required by law.
On June 26, BANCOSUR president Mario Hernandez Colindres a Guatemalan national turned
himself in to police, one week after an order for his arrest had been issued. The bank's general
manager, Fernando Estrade, and its auditor, Mario Monroy, are fugitives. Hernandez said he
surrendered to clear up the matter and that he never intended to flee the country. However, police
spokesman Carlos Bendana said Hernandez turned himself in only after police had thwarted his
attempt to leave the country and minutes before he would have been arrested. The other two bank
officials are thought to be still in Nicaragua, he said. SIB officials said the bank's losses would be
borne by BANCOSUR stockholders, 80% of whom are investors in FINASUR. Small investors and
associations such as the Union Nacional de Agricultores y Ganaderos (UNAG) hold the remainder
of the stock. SIB officials said the stockholders would stand to lose whatever they had invested.
The Central Bank reached an agreement with BANCOSUR's board of directors by which
BANCOSUR depositors might withdraw their money and deposit it in a state-owned bank.
Outstanding loans will be distributed among other private banks. The Central Bank transferred
BANCOSUR's remaining assets of US$50 million to another private bank, Banco Centroamericano
(BANCOCENTRO). To help cover a massive run on BANCOSUR that took place after news of the
scandal surfaced, the Central Bank also extended BANCOCENTRO a credit line of US$400,000. The
credit is to be recovered from assets belonging to Hernandez.
Some 350 minority stockholders including UNAG have filed suit against Hernandez for damages.
UNAG president Daniel Nunez said his organization lost more than US$1 million. The stockholders
plan to seek a court order in Guatemala freezing Hernandez's assets there. Lawyers for the plaintiffs
say the fraud has damaged the national banking system and caused concern among investors.
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Stockholders want protection from losses
Some of the minority stockholders are asking why they have to lose their investment while the
Central Bank guarantees deposits. Among the 350 minority stockholders are campesinos who
invested US$500 to US$1,000 in the bank and cooperatives that invested from US$10,000 to US
$20,000. Nunez said the government and SIB should protect the small investors who founded the
bank.
Others questions are being raised about the legality of transferring BANCOSUR to Central Bank
control without consulting the stockholders. Furthermore, some stockholders are associating SIB
with the scandal, suggesting that auditors suspected fraud as early as April but said nothing to the
stockholders. Stockholder Juan Tijerino said SIB preferred to negotiate a solution to the apparent
discrepancies directly with Hernandez, giving him first until May 31 and then until Sept. 30 to
comply with SIB bank regulations. [Sources: La Prensa (Nicaragua), 06/22/99, 06/25/99; Notimex,
06/23/99, 06/26/99, 06/28/99]
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